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As shown in Table 1, the most likely single value for total 2004-2005

Tennessee tax collections is $9.451 billion, which represents 3.6 percent

growth (as shown in Table 2).  This forecast would be higher than the July

9, 2004, budget assumption of $9.396 billion.  However, the risk analysis

shown in Table 3 indicates that there is an estimated 0.33 degree of risk that

tax revenue will be at or below the budgeted level. The estimated most narrow

high-low interval that has a 0.50 probability of containing the end-of-year

value is $9.537-$9.366 billion in fiscal year 2004-2005.  The forecast for the

next fiscal year calls for 3.5 percent growth to $9.782 billion.
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With three months of collections, the updated 2004-2005 forecast for

Sales and Use Taxes calls for a shortfall.  The most likely single figure is

$5.998 billion, which is bracketed by a $6.076-$5.923 billion high-low range.

A risk analysis indicates that there is a high risk, 0.80, that end-of-year

figures will be at or below the $6.097 billion July budget assumption.  For

the sample dating back to 1969, the simple model that generates these Sales

Tax forecasts has a mean absolute error of $0.031 billion and a 1.45 percent

mean absolute percentage error.
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The 3.3 percent forecasted growth in Sales Taxes follows a pattern that

can be seen in Figure 1.  After strong growth in the year of a tax rate increase,

there is a second strong year, followed by a long sequence of weaker growth.

The five years with increases in the sales tax rate in Tennessee account for

24.7 percent of the total 1969-2004 growth, while five “second years” account

for 30.1 percent. These 10 years alone account for 54.8 percent of the total,

while 25 “between years” contributed little growth.

Fiscal year 2005-2006 is also a “between year,” with a diminished 2.6

percent forecasted growth rate for the Sales and Use Tax. The forecasts

reported here have not been adjusted for potential losses from refunds of

sales taxes on Internet access charges.  In addition, the forecasts make no

adjustments for the effect of the Streamlined Sales and Use Tax changes.
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Finally, the forecast presumes that there will be no rollback of the 9.0 percent

holdback of sales taxes traditionally shared with municipalities.

The forecast for 8.0 percent growth in 2004-2005 total Franchise and

Excise Taxes was generated by forecasting each tax individually, then

summing the forecasts. The Franchise Tax, shown in Figure 2, is easier to

forecast, having a more reliable time trend and fewer interruptions associated
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with changes in tax rules. The forecast for 6.7 percent added growth in

2005-2006 makes the assumption that there will be no repeat of the history

of volatility about the long-term time trend.

Figure 3 shows the apparent smooth predictability of two of the largest

sources of funds, the Gasoline Tax and Motor Vehicle Registrations. That

smooth pattern indicates little growth in Gasoline Taxes, but 4.4 percent

growth in Motor Vehicle Registrations.

Figure 4 shows that the Inheritance Tax has a great deal of year-to-year

volatility, and that the Income Tax is far off its 2000-2001 peak. Fiscal year

2003-2004 Income Tax growth of 19.7 percent may reflect the reallocation

to the General Fund of one-third of funds traditionally shared with

municipalities. The forecast assumes no reversion to the former pattern of

sharing. However, some of the increases in Income Tax revenue in 2003-

2004 and the forecast for 2004-2005 come because Tennessee residents

have seen increases in Dividend, Interest and Rental Income, as reported by

the Department of Commerce’s Bureau of Economic Analysis. Trends in

that variable generate the forecasted 4.4 percent growth in Income Taxes.
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Figure 5 shows that the Business Tax and the Privilege Tax have more

than doubled in the last 10 years.  The forecasts call for Business Tax

collections to grow to $96 million in 2004-2005, while the Privilege Tax

collections grow to $311 million.  Accounting for earmarked portions of the

Privilege Tax, the figure is adjusted to $273 million.
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